INTRODUCTION
Transparent information helps maintain the equilibrium of financial markets, and the proliferation of financial scandals has highlighted its significance. Only a good communication policy can ensure a relationship of trust between companies and their stakeholders. Hence, the French New Economic Regulations (NRE) Act of 2001 has triggered intensified regulations and recommendations to enhance the readability of information issued in the context of financial reporting that has evolved in order to protect shareholders by ensuring accurate, specific, and truth ful information (Financial Security Act of August 1, 2003) .
Studies have investigated how easy it is to read annual reports and their components. Findings show that company annual reports are extremely hard to read; hence, they can be said to belong to a type of text that is likely to be inaccessible, particularly at the expense of a large number of inexperienced shareholders (Jones and Shoemaker, 1994) . Consequently, the complexity of annual reports reinforces the information asymmetry between managers and investors and produces agency conflicts. Studies have also sought to determine whether annual reports have become more difficult to read over time, with mixed results (Jones and Shoemaker, 1994) .
The readability of annual reports enhances the quality of information and helps ensure that the needs of both internal and external users of financial statements are met. Hence, the readable information provided by managers may appeal to analysts, reduce the time they spend understanding and interpreting this information, and facilitate their forecasts. It is thus necessary that the markets receive readable information, through reducing technical jargon and producing texts that can be understood by a large portion of the population. Francophone authorities believe that these measures would assist financial markets. Should this be the case, there would be a relationship between readable information and the behavior of financial analysts.
Financial analysts play a crucial role in the creation of the stock market value of companies. Studies have stressed the significance of analysts' recommendations and their influence upon investors' decisions and behavior (Ivkovicand Jegadeesh, 2004; Asquith et al., 2005) . The benefits analysts bring stem potentially from two sources: finding private information and interpreting public information. These actors play a key role as intermediaries between companies and their partners (Schipper, 1991) . Investors do not all possess the expertise or time needed to follow companies closely. The information provided by managers may facilitate the analysts' forecasts and reduce the time they spend finding information; hence, that information must be readable.
The relationship between information readability and analysts' behavior is therefore worth investigating from a dual perspective. First, to our knowledge, the present study is the first to investigate the relation between the readability of financial information and the behavior of financial analysts in France, as most of the studies concerning readability emanate from the Anglo-Saxon world. It is thus worth examining the readability of the corporate financial reporting of companies listed on the French stock market. Second, the study explores the complexity of financial information, based upon the textual contents of annual reports 1 , characterized by information asymmetries revealed through financial analyst following.
Few studies have investigated the impact of financial reporting upon analysts' following (Lang et Lundholm, 1996; Lakhal, 2009; Ajina et al, 2013) . The first purpose of this study is to determine to what extent the readability of annual reports is significant for analysts and attracts them. The second purpose is to assess to what extent managers use the clarity of financial information to meet the information asymmetries existing in the markets and revealed through analyst following.The study findings show a positive relationship between analyst following and the readability of annual reports, which confirms the hypothesis of adverse selection. We also show that the number of financial analysts is related to the increasing attention institutional investors pay companies. This paper is organized as follows: the second section examines the relation between the readability of annual reports and analyst following. The third section presents the sample and the research methodology, followed by the results and discussions of results. The final section concludes the paper.
THE RELATION BETWEEN THE READABILITY OF ANNUAL REPORTS AND THE BEHAVIOR OF FINANCIAL ANALYSTS
The resources made available to them and the authority to release findings that may alter the share prices of the companies they analyze give financial analysts the power to sanction any adverse observation regarding a company, in particular concerning information deemed inaccurate. The review of the literature on this issue shows that analysts influence significantly the behavior of investors. Managers consider that analysts are among the most important actors affecting their company share prices (Graham et al., 2005; Agrawal and Chen, 2012; Hugonand Muslu, 2010) . Healy and Palepu (2001) suggest that information intermediaries such as analysts and rating agencies are involved in the private disclosure of information that helps detect poor management.
We review the literature concerning the quality of financial information through the lenses of three theories. First, the work of Akerlof (1970) shows the existence of information asymmetry, partly intended by the stakeholders in any transaction since each party modifies the information given to the other party in order to obtain greater benefits. The second construct is the theory of agency, as developed by Jensen and Meckling (1976) . According to this theory, shareholders give managers a mandate for management in expectation that actions and performance will be transparent. However, in their annual report, the managers disclose only favorable elements, and they hide the unfavorable aspects. This observation, then, leads 1 Annual reports are the visiting cards of companies; these exhaustive, economic, legal, accounting, and institutional documents provide information to all the groups dealing with the companies, and they reflect the companies' institutional image (Rogers and Grant 1997) .
to the assumption of managerial opportunism (Demsetzand Lehn, 1985) . Jensen and Meckling (1976) argue that "to the extent that security analysis activities reduce the agency costs associated with the separation of ownershipand control, they are indeed socially productive"(p 68).From the perspective of these two theories, information disclosure by companies is a necessary and effective process to protect the shareholders against the managers' discretionary control and, indirectly, the minority shareholders against the risk of expropriation by the majority shareholders (Jensen and Meckling, 1976) . Third, we use the positive accounting theory developed by Zimmerman (1986, 1990) , which shows that the accounting documents that are issued can be manipulated, even non fraudulently, and are highly likely to influence investors' opinions.
Research in the domain of financial information quality is based upon these three theories, which have also generated a more open research trend that integrates linguistic dimensions with a view to making sense of the information provided in written documents. In theory, the effectiveness of financial reporting rests upon annual reports that facilitate reading and interpreting financial information. The notion of readability is a linguistic concept based upon several theoretical assumptions (e.g., text structure, writing style, and way of presenting information). The linguistic quality of annual reports thus supports the credibility, legitimacy, and quality of corporate governance. These theoretical assumptions then clearly call into question the transparency all the guides of good governance request but that remains an ideal. In the context of financial markets, these phenomena increase the information gap between the companies, on the one hand, and the stakeholders on the other. Using information intermediaries, as Healy and Palepu (2001) suggest, should partly solve the problem by facilitating information processing and flow.
According to Asquith et al. (2005) , financial analysts are significant information intermediaries in financial markets. Several studies on this issue have shown that the usefulness of the analyst function potentially arises from two sources: finding private information and interpreting public information. The number of financial analysts who follow a firm is a variable often used to consider information asymmetry. Some authors suggest that information asymmetry is the main determining factor of the number of financial analysts who follow the firm (Chung et al., 1995; Van Ness et al., 2001) . Others believe that the number of analysts strongly influences the level of information asymmetry that characterizes share prices. Hence, they suggest that the number of financial analysts who follow a firm be used as a measure of the information asymmetry relating to this firm (Roulstone, 2003) .
The relation that exists between the number of financial analysts and the readability of annual reports is theoretically extremely complex because of the issue of supply and demand for analyst services . Bhushan (1989) proposes two ways of interpreting this relation between the readability of annual reports and analyst following. The first depends upon the demand for analyst services and the second upon the supply of analyst services to investors; the intersection of the supply and demand curves determines equilibrium.
First, complex annual reports are those that give unreadable information (Ajina et al, 2016) , with a syntactic complexity that increases the processing and interpreting cost and, ultimately, the demand for analyst services. Analyst following becomes more important and, in fact, crucial, because it determines investors' decision making, particularly when the cost of the financial analysts' report is lower than that of processing the annual reports of the firms involved. Second, the cost of analyst following could increase because of the complexity of annual reports. In other words, analysts could bear both the cost of processing and interpreting unreadable information and the cost of finding private information. Such a situation could lead to less accurate forecasting. In the event of significant costs, the analyst following would be lower for companies with complex annual reports (Lehavy et al., 2011) . In sum, the readability level of annual reports increases the supply of analyst services. However, this level may increase or reduce the demand for analyst services in terms of the analysts' role in the market. Hence, the net effect depends upon the relative significance of this role, which is theoretically ambiguous. The issue is to determine whether the readability of financial reporting and analyst following are substitutes or complements.
Empirical research has focused upon the link between the number of financial analysts and the financial information reporting policy, in particular through the work of Lang and Lundholm (1996) , Lakhal (2011), and Ajina et al. (2013) . Lang and Lundholm (1996) assert that the positive link between the information disclosure index and the number of analysts following a firm stems from the fact that more information engenders a greater need for investors' interpretation and processing and later, for analyst services. Lakhal (2011) investigates the relations between the voluntary reporting of performance and financial analysts' behavior in a sample of 154 French companies over the 1998-2000 period. The study goal is twofold; first, it is to determine whether voluntary performance reporting is important to analysts and second, whether managers use voluntary reporting to reduce the information asymmetry present on the market. Study findings confirm the hypothesis that analysts are more inclined to follow the firms that regularly report performance information on the market. This conclusion entails that in response to firms' good reputation regarding financial reporting; analysts offer their services in order to reduce the costs of searching for private information. Lakhal (2011) thus asserts that voluntary performance reporting is an essential determining factor of analyst following. Ajina et al. (2013) The most recent study is that of Ajina et al. (2015) , who aim to investigate the relation between the governance index and analyst following in a sample of 174 French companies listed in the SBF 250 index over a four-year period (2008) (2009) (2010) (2011) . Findings show a positive relation between the number of analysts and the governance score, which indicates that analysts follow the firms that adopt governance mechanisms and provide quality reporting. Other authors examine the impact of new information upon share prices (Healy etal.2004 ) and the relation between analysts' behavior and sector information (Botosan and Harris, 2000) or the importance of intangible assets (Barth et al.,2001) . All these studies conclude there is a positive relation between the quality of reporting and the financial analysts' activity. These studies, however, focus mainly upon one feature of reporting, namely the selection of an accounting option and the tax rate, and they do not include the effects related to the contents or the form of the other documents published with the document under investigation.
From a sample of 33,704 observations of companies listed in the United States between 1995 and 2006, Lehavy et al. (2011) note that the poor readability of annual reports increases the cost of document analysis and thus the demand for analyst services. The authors also show that analysts take longer to present their first forecast when the annual report is less readable. Finally, they indicate that less readable reports are associated with greater dispersion and lower accuracy than those of other firms. This uncertainty on the part of analysts increases with the low readability index score. In another study, Lang et al. (2004) use a sample of over 2,500 companies from 27 countries and assert that analysts are less likely to follow companies showing a greater risk of fraud or lack of transparency. These findings suggest that corporate governance plays an important role in analysts' willingness to follow companies and that increased analyst following is associated with higher valuations, particularly for firms likely to face governance problems.
Based upon the previous observations, we propose the following hypothesis:
There is a positive impact of Annual Report Readability on financial analyst following.
SAMPLE AND METHODOLOGY

Data
Initially, our sample included all the French companies listed on the CAC AllTradable index over a six-year period (2009) (2010) (2011) (2012) (2013) (2014) . After excluding the financial companies, since these are subject to specific legislation regarding reporting, and because of the non-availability of data relating to the number of financial analysts, our final sample included 88 companies and 528 observations. The financial data were extracted from the Datastream database. The data relating to the number of financial analysts were extracted from the I/B/E/S. database. To assess readability, we calculated a readability index from company annual reports that appeared to be a preferred communication tool with the public. These reports were obtained directly from the companies. Then, we converted these reports from a PDF to a Word format, and we eliminated tables and images. Finally, we used Textalyser to measure the readability of the reports produced by the companies in our sample.
Presentation of the Variables
Financial Analyst Following
In line with previous research (O 'Brien and Bhushan, 1990; Brennan and Subrahmanyam, 1995) , we define analyst following as the mean number of analysts following the firm. Financial analyst following is measured by the log of the number of financial analysts plus 1 (Ln(1 + NAF)).
Annual Report Readability
The reading scores, known as the "reading index", were originally based on primary school assessments. The application of these scores to annual reports dates back relatively far (Sydserff and Weetman, 2002) and drew a certain amount of criticism (Jones and Shoemaker, 1994) . Estimating the validity of the formulae used is complex. Courtis (1997) asks the accounting researchers in communication to make greater effort to find a more formal approach for the validation of these formulae. Consequently, these scores are still in use and continue to show their efficiency as research tools. A reading index is a calculated score bound to standards defined by written texts classified in terms of reading difficulty. A reading index is a calculated score that varies between two extremes. At one end of the scale, there is very basic reading comprehension. At the other end, in contrast, reading comprehension is very advanced, corresponding essentially to scientific documents (Courtis, 1997) . As in Li (2008), we assess the readability of annual reports using the Gunning-Fog Index and the Flesch Index derived from the computational linguistics literature.
a-The Fog Index has been used widely and has seen increasing use in the accounting literature (Biddleet al., 2009; Miller, 2010; Lehavy et al., 2012; Lawrence, 2013; Ramanna and Watts, 2011) .The Fog Index, developed by Gunning (1952) , is a well-known and simple formula for measuring readability. Assuming that the text is well-written and logical, it captures text complexity as a function of syllables per word and wordsper sentence 2 . The index indicates the number of years of formal education a reader of average intelligence would need toread the text once and understand that piece of writing with its word-sentence workload. It is calculated as follows: Fog = (words per sentence + percent of complex words) × 0.4
Where complex words are defined as words with three syllables or more, the relation between the Fog and reading ease is as follows: FOGX18 means the text is unreadable; 14-18 (difficult); 12-14 (ideal); 10-12(acceptable); and 8-10 (childish).
b-The Flesh Reading Ease Formula is considered as one of the oldest and most accurate readability formulas. The Flesh Reading Ease Formula was developed by Flesh in 1948, and it is based on school texts covering Grades 3to 12. The index is usually between 0 (hard) and 100 (easy). This orientation contrasts with some of the other readability measurements since higher scores mean easier reading. This test is often used to assess adult reading materials; it is used by the U.S. government agencies. Department of Defense as an indicator of readability. The specific mathematical formula is: The output, i.e., RE is a number ranging from 0 to 100. The higher the number, the easier the text is to read.
• Scores between 90.0 and 100.0 are considered easily understandable by an average 5th grader.
• Scores between 60.0 and 70.0 are considered easily understood by 8th and 9th graders.
• Scores between 0.0 and 30.0 are considered easily understood by college graduates.
Control Variables
Institutional investors -Institutional shareholders are able to perform monitoring activities on management, and this is considered as a positive signal sent to markets. Institutional investors are able to pay higher followingcosts to protect their assets (Shleifer and Vishny, 1988) . As a result, they may encourage managers to take better accounting and financial decisions (Baker and Wallage, 2000) . They are then considered as a governance mechanism, able to re-establish trust, guarantee information transparency, particularly in a country where investors' interests are less protected, as is the case in France (Ajina et al., 2015) . Bhushan (1989) shows that analyst followingis associated with the increasing interest of institutional investors toward the firm. The authorfinds a positive relationship between institutional investors' ownership and analyst following on a sample of 1409 U.S.firms. Ackert and Athanassakos (2003) show that analysts respond to investors' demand for analysts' services to follow the firm.
Company size-The company size is measured through the logarithm of market capitalization at the year end. Company size is an important determinant of analyst following. This variable is justified from both a theoretical and an empirical perspective. Analysts seldom seek to follow small or medium-size companies. Bhushan (1989) suggests that the demand for analysts' services is more pronounced for large firms. According to Lang and Lundholm (1996) , large companies show better financial communication. They issue quality reporting, which facilitates analysts' forecasting and recommendations to their clients. Furthermore, Doukas et al. (2005) show that the number of financial analysts following a firm is more important for large firms. They suggest that the acquisition of information is costly for small firms. O'Brien and Bhushan (1990) acknowledge that large-size companies may be particularly important for analysts, which is confirmed by Ackert and Athanassakos (2003) . An empirical study by Rajan and Servaes (1997) also shows that the earnings of large companies are more predictable than those of small companies. A positive relationship between company size and analyst following is thus to be expected.
2
There are other popular measures of readability: the Kincaid index and the Flesch Reading Ease Index. The Kincaid Index, also referred to as the Flesch-Kincaid formula and calculated as (11.8 _ syllables_per_word) + (0.39 _ words_per_sentence) _15:59, rates text by a U.S. grade school level. Therefore, a score of 8.0 means that the document could be understood by an average 8th-gradestudent.
Profitability -Empirical studies associate the level of coverage with profitability. Krische and Lee (2000) have introduced the market-to-book ratio among the determining factors of analyst following. These authors find that analysts give more favorable recommendations to performing stocks. Mc Nichols and O'Brien (1997) assert that analysts start by following the stocks they are optimistic about. Performing firms are the most transparent ones. We expect a positive relationship between profitability and analyst following.
Leverage-Debt ratio is measured as total liabilities divided by total assets. Through the lens of free cash flow theory, Jensen (1986) affirms that high indebtedness limits conflicts of interest between shareholders and managers through exerting pressure on the latter. Thus, highly indebted companies are more likely to communicate clearly (Palepu, 1986) . Several studies have empirically demonstrated that the quality of company reporting is positively related to the companies' level of indebtedness (Xiao et al., 2004; Marston and Polei, 2004; Trabelsi, 2005) . According to Hossain et al. (1994) , highly indebted companies are more transparent than less indebted ones, given the monitoring carried out by their creditors. Hence, the more indebted companies show a low level of information asymmetry and high analyst following.
Business sector -The business sector may account for the varied analyst following. Bhushan (1989) argues that the business sector determines the growth prospects of companies and the analysts' cost of producing information. Furthermore, analysts are likely to prefer sectors with a large number of companies in order to benefit from economies of scale when collecting information . The business sector is a dummy variable that takes the value of 1 if the company is in the industrial sector and 0 if not.
The model
We used a panel regression analysis for a sample of 88companieslisted on the French CACALL index for a four-year period (2009) (2010) (2011) (2012) (2013) (2014) .Panel data analyses include two special dimensions: an individual dimension, as indicated by the i index, standing for thecompany, and a t index standing for the period dimension (Gujarati, 2004) . The Hausman test was used to choose between fixed effect and random effect models. The Hausman test compares the variance-covariance matrix of the two estimators:
With: βf, fixed effects estimator and βa, random effects estimator. The result follows a chi-2 with a K-1of freedom. If the null hypothesis cannot be rejected, that is to say if the p-value is greater than the level of confidence, then the random effects that are effective are used. The results of the Hausman test, not reported here, show that the random effect model is preferable to the fixed effect. Our model is as follows:
with:
Ln ( Table 1 shows the sample statistics. The number of analysts following the companies in our sample is 18.38 on average and can reach the maximum value of 37. In the same context, Ajina et al (2015) find, in a sample of 174 French companies, a number of analysts varying between a minimum of 1 and a maximum of 56, with a median of 19. Consequently, they assert that 50% of the companies have fewer than 19 analysts. In respectively; the value suggests that the companies' annual reports are, on average, difficult to read. Moreover, FOG displays a substantial cross sectional variation as evidenced in the standard deviation of 3.076.The minimum FRE score for the sample companies is 3.80, and the maximum is 57. Given that a higher FRE score indicates reading ease, and a score of 64 is considered as "plain English", the sample companies provide annual reports that can be described as easy to read.
The proportion of institutional investors in French companies is 18.21% on average, ranging from zero to 81.3%, which shows that institutional investors are organizations that pool large sums of money invested in various French companies. The Net Income of the companies divided by Total Assets represents performance measure in the paper. Table 1 shows profitability as4.1601. The mean value of total debt on total assets ratio for the sample is 0.224. Table 2 shows a positive relation between the level of analyst following and the readability of annual reports. It thus appears that readability increases the number of financial analysts. The readability of the annual reports involves providing information that is homogeneous, simple, clear, readable, and understandable by all investors. Readability reduces agency costs and information asymmetry between investors, which attracts financial analysts, thus confirming the assumption of adverse selection. Furthermore, our findings do not support the assumption concerning transaction costs and are not in line with Bhushan's model (1989) and the results found by Lehavy et al. (2011) . Hence, our findings confirm the assumption of complementarity between readability and analyst following.
Multivariate Analysis
French companies need to issue understandable information to the markets; this would imply using short sentences, common words, or the active voice. The aim of such strategies is to reduce the cognitive distance between information senders and users (Compin, 2004) . Hence, readable reporting should be used to attract financial analysts. To analyze the robustness of our results, we used the Flesh Reading Ease index as a complementary measure of the readability of annual reports (see Model 2). This measure is an increasing function of readability. Hence, the higher the Flesh Reading Ease index, the more readable the annual reports are.
Table 2 also shows that Models 1 and 2 lead to nearly identical results regarding the relation between readability and analyst following. We show a positive relation between the Flesh Reading Ease index and analyst following, which confirms the hypothesis of adverse selection.
The presence of institutional investors in the capital structure of companies enhances the level of analyst following. The number of financial analysts corresponds to the increasing attention paid by institutional investors to companies. Hence, we confirm Ackert and Athanassakos' (2003) results. Institutional investors occupy long-term positions and have an active influence upon corporate management. They can censure managers through, for instance, putting pressure upon managers to adopt certain reforms, including those concerning the principles of corporate governance (Monks and Minow, 1995) . Analysts seek to impose corporate governance rules designed to facilitate the control of companies in which they are shareholders. Their expectations concern mainly the transparency of information given to shareholders regarding companies' goals and practices, which influences positively the level of analyst following.
In addition, findings show that the number of financial analysts increases with the company size. The company size coefficient is positive and significant at the threshold of 1%, which shows that size is a primary determining factor of analyst following. This finding is in line with previous results of studies conducted in other countries by Lang and Lundholm (1996) and Lang et al.(2003) in the United States, in an international context, Marston (1997) in Great Britain, and Lakhal (2011) in France.
The indebtedness coefficient shows a relation that is statistically non-significant and positive with the number of analysts. According to Hossain et al. (1994) , highly indebted companies are more transparent than less indebted ones, on account of the monitoring carried out by their creditors. Hence, the more indebted companies show a low level of information asymmetry. We find a positive relation between performance and the number of financial analysts following companies. Analysts give more recommendations to over-valued stocks. This finding is in line with that of Mc Nichols and O'Brien (1997) who assert that analysts prefer to follow high performing stocks. Finally, we show the absence of a significant relation between the business sector and the number of analysts. 
CONCLUSION
"If you can't understand a footnote or other managerial explanation, it's usually because the CEO doesn't want you to". Buffett, W. (2002) .
This research study provides useful insights upon a little investigated issue in France relating to the effect of the readability of financial information upon the behavior of financial analysts (sell-side). We investigate 88 companies listed on the French CAC All between 2009 and 2014. We measure readability via the Gunning Fog index, one of the most well-known methods, named after its inventor Robert Gunning. Our second readability measure is the Flesh Reading Ease index, arising from computational linguistics, based upon the length of texts.
Our main findings indicate a positive relation between the analyst following level and the readability of annual reports, which implies that readability increases the number of financial analysts. The readability of annual reports involves providing information that is homogeneous, simple, clear, readable, and understandable by all investors. Readability reduces agency costs and information asymmetry between investors, which attracts financial analysts, thus confirming the assumption of adverse selection and the theory of complementarity between readability and analyst following. These results are confirmed by the Flesh Reading Ease index.
In addition, the presence of institutional investors in the capital structure of companies enhances the level of analyst following. The number of financial analysts corresponds to the increasing attention paid by institutional investors to companies.
